
 

 

 

Dear CEO, 

 

Dear CCO, 

 

Greeting,  

This refers to the Actuarial Work Rules for 

Insurance “The Rules”, that has been issued 

according to the decision number (441/186) dated 

06/07/1441H, and refers to the annual circulars 

regarding the “Company” submission of Actuarial 

Reserving results on both yearly and quarterly 

bases to the Insurance Authority as per the 

Schedule of Actuarial Submissions issued by the 

Insurance Authority for each calendar year.  

This circular replaces and repeals circular No. 

(173) dated 10/05/1440H, and the following 

circulars on submission of Actuarial Reserving 

results. 

In addition to complying with the provisions and 

requirements in the Rules, the annual report 

“Report” on technical provisions estimated by the 

Appointed Actuary shall comply with the minimum 

requirements outlined below. For the purpose of 

quarterly reporting, it shall be replaced by an 

‘Actuarial Certificate for Quarterly Technical 

Provisions’ of the form attached as Appendix )1 (. 



 

 

 

Minimum Contents of Technical Provisions 

Report by the Appointed Actuary on 

Technical Provisions 

First: Methodologies and Assumptions 

1. The measurement of technical provisions shall 

follow a ‘fulfillment cash flows’ approach, 

unless a simplified approach is deemed 

applicable and can be justified. 

 

 

2. The fulfillment cash flows shall comprise the 

following: 

A. Best estimate of future cash flows. 

 

B. An adjustment to reflect the time value of 

money and the financial risks not included 

in the estimates of future cash flows. 
 

C. A risk adjustment for non-financial risks. 
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3. Minimum reserving segments: 

 

A. Technical provisions shall be calculated 

at least at the level of granularity stated in 

Appendix (2). 

 

B. Where it is deemed more appropriate, an 

Appointed Actuary using his judgement 

shall adopt a more granular segmentation 

than that listed in Appendix 2.  

 
 

C. In case if an Appointed Actuary is unable 

to meet the requirement of minimum 

reserving segments due to data or 

System limitations, then the Appointed 

Actuary shall comply with the 

requirements of Section (Third) in this 

circular ‘Planned Future Enhancements. 

 

D. In case if an Appointed Actuary is unable 

to meet the requirement of minimum 

reserving segments due to the lack of 

materiality, then the Appointed Actuary 

shall justify the reasonableness of the 

selected reserving segmentation, 

considering but not limited to the 
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suitability of materiality criterion applied, 

the differences in loss ratios and/or claims 

reporting and settlement patterns of the 

segments being combined. In such cases, 

the Insurance Authority, at its discretion 

and where it considers more appropriate, 

may require the Appointed Actuary to re-

perform the reserving exercise at the level 

of the minimum reserving segments. 

4. Unearned Premium Reserves (UPR) : 

 

A. The determination of UPR shall follow either 

one of the approaches listed below, as 

appropriate:  

1. For one-year policies, 1/365th basis shall 

be adopted.  

 
2. For policies shorter than or longer than 

one year, except for the types listed 

below, the risk shall be assumed to be 

uniform over the policy period. 

 

 

3. For engineering construction-all-risk and 

erection-all-risk policies where the 

coverage period exceeds one year, the 

risk shall be assumed to increase linearly 

over the policy period. 

 

 

4. For Extended Warranty policies, where 

coverage starts only after the expiry of a 

given period since the issuance of the 

policy, risk shall be assumed as ‘nil’ until 

the coverage starts and from there 

onwards, it shall be assumed to increase 

linearly over the coverage period. 
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B. Where the Appointed Actuary considers an 

alternative approach than those mentioned 

in the paragraph above to be more 

appropriate for determining the UPR, the 

approach may be adopted subject to 

adequate justification and appropriate 

documentation in the Report. The 

Insurance Authority may seek additional 

information in this regard. 
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5. Incurred But Not Reported (IBNR) Claim 

Reserves : 

A. The IBNR claim reserves shall be 

determined on a ‘best estimate’ basis.  

 
B. The Appointed Actuary shall apply more 

than one actuarial method to estimate the 

IBNR claims reserves and then use 

actuarial judgement to select the most 

appropriate result. The justification for the 

selected actuarial method or a 

combination of methods shall be 

appropriately documented in the Report. 

 
 

 

C. For Motor and Health portfolios, at a 

minimum, the IBNR claim estimates shall 

be derived using both ‘paid claims’ basis 

and ‘incurred claims’ basis. 

 
D. All estimates shall be determined on a 

gross of reinsurance basis and separately 

for reinsurance recoveries. Where 

multiple types of reinsurance 

arrangements apply to a portfolio, the 

Appointed Actuary shall reflect those 

arrangements appropriately, and 

preferably individually, in the estimation 

exercise. 

 
 

E. The IBNR claim reserves shall include 

estimates of all loss adjustment expenses 

that can be directly attributed to individual 

claims, i.e., allocated loss adjustment 

expenses (“ALAE”). 
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F. For all reserving segments under Motor, 

the estimates shall be determined 

separately for salvage, subrogation 

relating to insured, and subrogation 

relating to insurance companies. For 

other portfolios, the Appointed Actuary 

shall use professional judgement on 

whether to project salvage and/or 

subrogation separately. 

 
 

G. For Motor and Health portfolios, at a 

minimum, the IBNR claim reserves shall 

also be estimated using a frequency-

severity projection approach. 

 

 

H. The Report shall include a statement on 

whether the approach to determine the 

claims count is in line with that specified 

in Appendix (3). 

 

 

I. A description of the approach to convert 

the IBNR claim reserves from an accident 

cohort basis, if used, to an underwriting 

cohort basis. 
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6. Risk adjustment: 
 
A. The estimation of risk adjustment shall 

appropriately reflect the uncertainty in the 

amount and timing of the cash flows that 

arises from non-financial risk. 
 

 

B. The estimation of reserve uncertainty 

shall be based on actuarial best practices 

and the Appointed Actuary shall seek to 

align the approach used with professional 

developments in this area of practice.  

 
 

C. The risk adjustment shall correspond to 

the confidence level approved by the 

Board of Directors.in addition, The 
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Appointed Actuary shall seek evidence of 

alignment between the risk appetite of the 

Company and the selected confidence 

level. 

 

D. A description of the approach adopted to 

allow for correlation between risks, 

including the allocation of diversification 

benefit to individual groups of contracts. 
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7. Discounting: 
 

A. The discount rates used shall reflect the time 

value of money, the characteristics of the 

cash flows and the liquidity characteristics of 

the insurance contracts. 

 

B. The discount rate used shall be consistent 

with observable current market prices (if any) 

for financial instruments with cash flows 

whose characteristics are consistent with 

those of the insurance contracts, in terms of, 

for example, timing, currency and liquidity. 

 

 

C. The discount rates used shall exclude the 

effect of factors that influence such 

observable market prices but do not affect 

the future cash flows of the insurance 

contracts. 

 

 

D. The discounting approach shall be explained 

in adequate detail, and choice made 

between the following approaches shall be 

stated: 

  The bottom-up approach 

  The top-down approach 

 

E. When using the bottom-up approach, the 

Appointed Actuary shall; 
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1. State the source of the risk-free yield 

curve, as well as its appropriateness 

considering the characteristics of cash 

flows. The Appointed Actuary shall 

consider whether any adjustments to the 

yield curve obtained from a particular 

source are necessary in order to better 

align with the characteristics of cash 

flows.  

 

 

 

2. Determine an appropriate illiquidity 

premium to be added to the yield curve, 

and document the estimation 

methodology along with its justification. 

 
F. When using the top-down approach for 

discounting, The Appointed Actuary shall; 

 

 
1. Demonstrate that the selected yield 

curve reflects the current market rates of 

return implicit in a fair value 

measurement of a reference portfolio of 

assets. 

 
2. State any adjustments made to the 

selected yield curve, for example for 

credit risk, and explain and justify the 

volume of adjustment made. 
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8. Onerous Contracts, Loss component and 
Loss Recovery Component: 

 
A. Onerosity testing and loss component 

calculation shall be performed at least at the 
level of minimum reserving segments. 
 
 

B. In case if an Appointed Actuary is unable to 
meet the requirement of onerosity testing or 
loss component calculation at the level of 
minimum reserving segments due to Data or 

System limitations, then the Appointed 
Actuary shall comply with the requirements 

 

 -أ

 -ب 



 

 

 

of Section (Third) in this circular ‘Planned 
Future Enhancements. 

 
C. In case if an Appointed Actuary is unable to 

meet the requirement of onerosity testing or 
loss component calculation at the level of 
minimum reserving segments due to  the lack 

of materiality, then the Appointed Actuary  
shall justify the reasonableness of the 
selected reserving segmentation, 
considering but not limited to the application 
of materiality criterion, differences in loss 
ratio and/or claims reporting and settlement 
pattern of the segments being combined. 
The Appointed Actuary shall also 
demonstrate that the selected approach 
does not lead to aggregation of an onerous 
group of contracts with other group(s) of 
contracts. In such cases, the Insurance 
Authority, at its discretion and where it 
considers more appropriate, may require the 
Appointed Actuary to re-perform the 
onerosity testing and loss component 
calculation at the level of the minimum 
reserving segments. 

 
 
 
 
 

D. A description of the assumptions used 
along with their justification: 

For expense assumptions, a confirmation that 

those align with the assumptions derived in the 

last Expense Study submitted to the IA, otherwise 

an explanation of any differences along with their 

justification. 

E. Onerosity Testing: 
 

1. The thresholds applied for identifying and 

segregating the groups of contracts into 

the following categories: 

▪ Onerous. 

▪ Significant likelihood of becoming 

onerous. 

▪ Profitable. 
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▪ 

▪ 

▪ 



 

 

 

2. The methodology used (e.g., fulfillment 

cash flows, combined ratio, etc.). 
 

3. The process for applying the above 

thresholds and methodology along with a 

confirmation that the Appointed Actuary 

was adequately involved and had 

sufficient ownership of the testing and 

identification process, both at initial 

recognition and at subsequent 

measurements. 

 

 

F. Loss Component: 
 

1. A description of the estimation approach 
used, along with a confirmation that it is 
based on fulfillment cash flows.  

 
2. A description of the run-off approach 

used. 
 

 
 
 

G. Loss Recovery Component for 
Reinsurance Contracts Held: 
 

1. A description of the estimation approach 

used. 

2. A description of the run-off approach 

used, along with a statement on whether 

it aligns with the run-off approach used for 

the underlying insurance contracts. 
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9. Allowance for all possible outcomes: 

A description of the approach adopted 

demonstrating that the technical provisions 

estimated allow for the full range of possible 

outcomes (i.e., the probability-weighted mean).     

 

10. Expense attribution: 
 

A confirmation by the Appointed Actuary that 

expense attribution approach and results used are 

aligned with the last Expense Study submitted by 

the Company to the IA; in case of any differences 

 



 

 

 

in the approach adopted or the results used, 

explanation and justification of each difference. 

11. Unallocated Loss Adjustment Expenses 

A description of the methodology for estimating 

the provision for unallocated loss adjustment 

expenses. 

 

12. Reinsurance Accrual Reserves: 
 
A. Where a reinsurance arrangement 

includes any of the following features or a 

similar feature, a description of the 

methodology to estimate each item: 
 

• Swing rate. 

• Adjustment premium. 

• Sliding scale commission. 

• Profit commission. 

• Loss participation. 

 
 Where the reinsurance accrual reserves 

depend on the claims experience under 

the reinsurance arrangement, a 

confirmation by the Appointed Actuary that 

estimates made are based on the 

projected ultimate loss ratio for the 

corresponding group of reinsurance 

contracts.
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13. Measurement Model: 
 

A. A description of measurement model used 
for each portfolio of insurance contracts and 
each portfolio of reinsurance contracts 
held. 
 

B. Where applicable, a description of the 
eligibility assessment for the simplified 
premium allocation approach (PAA) 
performed for portfolios of insurance 
contracts and reinsurance contracts held, 
the materiality criterion and value used, and 
the outcome of that assessment. 
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C. For a portfolio of insurance contracts or 
reinsurance contracts held, where PAA has 
been used in the past, the Appointed 
Actuary shall perform the eligibility 
assessment at least annually. 
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14. Experience Adjustments: 
 
A. A description of the approach for 

measuring and reflecting differences 
between expected and actual experience 
in respect of claims, acquisition and non-
acquisition expenses, premiums, and any 
other items. 
 

B. A description of the changes that do not 
adjust the CSM and the measurement 
approach for each type of change.  
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15. Contractual Service Margin (CSM): 

A. A description of the basis of estimation at 

initial recognition of insurance contracts, 

where applicable. 

 
B. A description of the basis of amortization . 

C. A description of the approach to adjust 

the CSM upon subsequent measurement 

in order to reflect differences between 

expected and actual experience, also 

explaining the methodology for allocation 

of those adjustments to their drivers (e.g., 

experience changes, modelling changes, 

assumption changes, etc.) . 
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16. Insurance (and Reinsurance Held) Finance 
Income & Expense (IFIE): 

 
A. A description of the approach used, 

separately for each measurement model, 

for insurance contracts issued and 

reinsurance contracts held.  

B. For the relevant measurement model(s), a 

description of the approach for estimating 

individual components of IFIE, namely, 

 

 

 



 

 

 

CSM, fulfilment cash flows, risk 

adjustment, separately for unwinding of 

discounting and changes in financial 

assumptions, where applicable. 

17. Special Provisions: 
 

A description of the approach used to estimate 

provisions for special circumstances, required 

either by the IA or considered necessary by 

Company management; in the case of the latter, 

the IA may require further information and 

justification from the Company. 

 

18. Changes in Assumptions and 
Methodologies:  
 

A. A description of all changes in 

assumptions and/or methodologies 

compared to; 

1. the last annual valuation, and 

2. the last quarterly valuation . 

B. Justification for the above changes. 

 

 

 

 

 

Second: Results : 

1. Estimate of technical provisions at least by 

the minimum reserving segments specified 

in Appendix (2) covering each of the items 

mentioned under the section 

‘Methodologies and Assumptions’. 

 

2. The results of the analysis shall be 
submitted together with the Report using 
the template attached in Appendix )4 (. 

 



 

 

 

Third: Planned Future Enhancements: 

The report must include a plan to improve the 

quality of technical provisions estimation exercise 

that includes, at a minimum, the following: 

A. A description of shortcomings in the data, 
methodologies and/or assumptions used. 

 

B. A description of the approach used to 
address the above shortcomings in the 
current estimate of technical provisions . 

 

C. Data remediation plan for items where 
issues were identified . 

 

D. Improvements to methodologies and/or 
assumptions planned along with timelines . 

 

Fourth: Companies, Appointed Actuary 

Responsibilities:  

1. The IA expects, for components of financial 

statement falling under the responsibility of 

the Appointed Actuary and covered in the 

Technical Provisions Report, the company 

will book as per the Appointed Actuary’s 

estimates. However, if they are   different 

from the Technical Provisions Report, the 

Company’ shall provide justifications, 

including the external auditor views on 

proposed reserves. 

 

2. The Appointed Actuary shall provide a 
confirmation to the IA, in the form and manner 
specified by the IA, that amounts booked in 
the Company’s financial statement, 
pertaining to the items falling under the 
responsibility of the Appointed Actuary, are 
as per the Technical Provisions Report 
submitted to the IA. 

 

3. The Appointed Actuary shall prepare a short 
summary of the key findings and present to 
the Audit Committee before its approval of the 
financial statement, both quarterly and 
annual, of the Company. 

 



 

 

 

4. The Appointed Actuary shall  provide the IA 
with Observations raised by the peer review 
actuary (if any).  

 

5. The Audit Committee shall satisfy itself that 
the work of the Appointed Actuary has been 
adequately challenged by the auditor’s 
expert. The Audit Committee shall satisfy 
itself that the auditor’s expert is appropriately 
qualified and possesses sufficient and 
relevant experience to perform the task. 

 

 

 

 

Kind Regards, 

Laws & Regulations Department 

 

Scope: 

 Insurance and/or Reinsurance companies. 

 Appointed Actuaries 

 

 


